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<E 1> AMHS3 28 M EQ
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Z1%) 7199
- AAEY 744 4.0625 4.0714
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The Economic Impact of Cannibalization Strategy:
A Response to New Technological Breakthrough

Taeha Kim*
Hyung—Deok Shin**

Abstract

When an entrant firm offers a better quality product based on new technological innovation, incumbent
firm may also develop and introduce the similar product, which may cannibalize existing product
offering of its own. We setup a duopoly model in which incumbent and entrant firms dynamically
compete in their product offering and prices for their own profit maximization. The model allows us to
analyze how incumbent’s cannibalization strategy influences equilibrium pricing and profits of both firms.
In a certain condition, we find that incumbent’s profit-maximizing strategy is to raise the price of existing
product and thus cannibalize the market share of existing product when the incumbent decides to
compete with entrant by producing the similar quality product. In the same context, perhaps interesting
finding is that the increased competition of higher quality product offering may paradoxically increase the

equilibrium price but generate greater overall profit for the incumbent.

Key words : cannibalization, economic modeling, competitive dynamics
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